Introduction
There is no doubt that the automobile industry is going through a fundamental shift. The "Great Recession" triggered by the "subprime crisis" has affected worldwide automobile demand and prompted automobile manufacturers to form alliances and shift their focus and concentration to the emerging market, which has withstood the slump amid economic growth and government subsidies. In a context of weak global demand, major markets will see harsher price competition as key players take an aggressive stance for larger market shares. Hence, automakers will compete more fiercely than ever before for more sales and will have to fight on two major fronts: to gain a larger market share and to maintain profitability. As a result of recession, income disparity widens, as does the spending gap, triggering fears of social instability. This change in spending patterns show evidence of a "middle class squeeze", with reflects in a stagnation of mid-range cars and an increase of the top and low range cars demand . After an expansion phase, the Korean market growth has stagnated, as the national economy remained sluggish.
Overall, the global auto market will see weak demand in both developed and emerging markets amid escalating political and economic uncertainty. Specifically, Korea was one of the countries most severely hit by the shock of the global financial crisis in 2008. Global automotive markets have sharply declined from the fall of 2008 as a consequence of the financial crisis. Under these extremely severe conditions, automobile makers have run a race for survival in the global market. To respond to the crisis, automobile manufacturers must solve liquidity problems urgently, while reducing production costs. It should also be noted that manufacturers have implemented creative marketing strategies to entice reluctant consumers, even though this has not prevented the catastrophic drop in sales.
In this context, this chapter will look at the current market situation and new trends within the Korean automobile industry and its future prospects. This chapter is organised as follows: Part one is an analysis of the Korean economy situation and its effect on the automobile market since global financial crisis in 2008. Part two focuses on new market trends after global financial crisis and describes the change in Korean consumer preferences in the period. The crisis led to a structural change in automobile consumption, which brought on downsizing.
Latent risk factors for the Korean economy and its effect on auto market
After years of strong economic growth driven by exports of high-end electronics and cars, the country is edging closer to the deflationary, low-growth trap that Japan has been mired in for decades. The financial crisis that began in the United States in the summer of 2007 has turned into the most far-reaching international financial and economic crisis since the Great Depression. Following the September 2008 bankruptcy filing by Lehman Brothers, the global financial market plunged into a panic. Not one country was immune to the negative effects arising from this global financial turmoil and the resulting contraction in demand. Korea was no exception.
The Korean economy faces a multitude of external and internal challenges. Externally, inflows and outflows of foreign capital continue to provoke instability, with global growth forecast to be slow in the mid-to long-term. Six years after the outbreak of the global financial crisis, the root causes of the crisis are yet to be resolved. Despite the global slowdown caused by the US subprime mortgage crisis, the Korean economy maintained a reasonable pace of growth until 2010. Korea recovered faster and more vigorously from the 2008 global crisis than most OECD countries, and enjoys low unemployment and low government debt. The growth rate of the GDP has increased 6.5% in 2010, from 0.7% in 2009. Following this, the domestic economy began deteriorating due to decreasing exports caused by the global economic environment and a depressed domestic market. The GDP dropped in 2011 by 3.7% and by 2.2% in 2012. While the economic growth signalled a reverse after two consecutive years of growth, the growth rate of household expenditure is lower than that of the GDP (see Figure 7 .1).
